Abstract: Market overreaction is a phenomenon in stock markets characterized by a return reversal on the stocks which resulted winners into a losers, vice versa, losers into a winners. While the CAPM is the model of asset pricing which puts the market risk factor as the sole determinant of return. The purpose of this study is testing whether market overreaction occurred in Indonesia stock market and whether Capital Asset Pricing Model (CAPM) can explain the portfolio return of the winners and the losers. This study uses the stocks of nonfinancial sector companies in Indonesia Stock Exchange during the period July 2005-December 2015. Abnormal returns for each stock obtained by using a market model and the portfolio formed by using the method of 6-6 observation period. The results of this study are: (1) Market overreaction occurs in the Indonesia stock market characterized by a return reversal of the winners and the losers, and (2) CAPM which only considers the market risk factors in the model tend to be able to explain the portfolio return.
Introduction
Capital Asset Pricing Model (CAPM) is the asset pricing model stated that the market risk or systematic risk is the sole determining return factor in market equilibrium condition, in which the investor has no chance anymore to get abnormal return. However, some empirical findings provide evidence that the capital market tends to be efficient in weak form, which occurs in capital markets of developing countries, investors are still likely earn abnormal returns, for example of the market overreaction phenomenon that mentioning an anomaly of winner-loser. This anomaly is characterized by a return reversal of winners and losers. De Bondt and Thaler (1985) are the first researchers who found a return reversal in US stock markets. In these conditions, De Bondt and Thaler proposes the contrarian investment strategy that is the strategy of buying stocks loser and selling winner stocks, which for a certain period there will be a return reversal in these stocks. Several subsequent studies conducted by other researchers and produces the same findings, that a return reversal occurred in the stock market some countries, like in Europe (Chopra et al., 1992; Lakonishok et al., 1994; Schierreck et al., 1999) , in Australia (Lee et al., 2003) , and in some countries in Asia such as in Japan (Chang et al, 1995) , in Taiwan (Yang, 1997) , in Malaysia (Ruhani et al., 2011) , and in Indonesia (Octavio and Lantara, 2014) , who found that the return reversal occurs only on losers. Some studies have also been conducted to test the ability of the CAPM model in explaining the portfolio return of winners and losers. Assefa et al. (2014) examined the ability of some asset pricing models, one of which is the CAPM, in explaining abnormal returns obtained through the contrarian strategy on winners and losers. Their research results showed that the winners stocks have a higher beta than the losers stocks and both value of alpha found positive significantly. But the findings of Chaudhury and Piccoli (2015) showed the opposite result, that the benefits from the application of the contrarian strategy is influenced by the performance of winners with beta are lower than losers. Referring to conditions where the research results found to vary, the research was done in order to test: (1) Whether a return reversal occurs on the winners and the losers which is an indicator of the occurrence of the market overreaction phenomenon in Indonesia? and (2) Whether CAPM can explain the return of winners and losers? Sharpe (1964) , Lintner (1965) , and Mossin (1969) introduced the Capital Asset Pricing Model (CAPM), which connects the expected return on a risky asset with the risk of the asset in an equilibrium market conditions. In an equilibrium market conditions, investors will not be able to obtain the abnormal return of the price level is, including for investors who conduct speculative trading. In these conditions all investors will be encouraged to choose the market portfolio, which consists of all the existing risky assets. The market portfolio is on the efficient frontier according to Markowitz model (1952) , which called as an optimal portfolio. Thus the market portfolio is a portfolio that consists of all risk assets and is also an optimal portfolio. Therefore consists of all risk assets, then the market portfolio is a portfolio that was diversified so that the risk of the market portfolio will only consist of the systematic risk, namely the risk that cannot be eliminated by diversification. Systematic risks associated with economic factors that can affect all existing securities. To understand the relationship between risk and return in an equilibrium market, can be considered in the context of efficient portfolio and the context of individual assets or securities. The relationship between risk and return of efficient portfolio will produce a capital market line (CML), while the relationship between risk and return of individual asset or securities will produce a security market line (SML). SML is the line that connects the expected returns of securities with the systematic risk (as measured by beta) in an equilibrium market. If CML is used to assess the expected return from an efficient portfolio on a risk level of efficient portfolio, the SML is used to assess the securities individually, which assesses the expected return of securities at the level of systematic risk (beta) particular. The expected return based on SML calculated by the equation:
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Capital Asset Pricing Model (CAPM)
(1) Equation (2.1) is called the Capital Asset Pricing Model (CAPM) which is based on the value that has not happened (ex ante) and therefore cannot be tested. The models that can be observed and tested are realizable value or historical value (ex post). The realizable value has errors, thus the model ex post also contains an error value for each value realization observed, e i . Based on this condition, the equation (1) becomes:
In CAPM, beta value greatly affects the expected returns of a securities or a portfolio. To calculate a portfolio beta, the value of stock beta, βi, replaced by portfolio beta, βp. The higher the beta value, the higher the rate of return required by investors. Thus there is a positive relationship between the beta and the expected returns of a securities or a portfolio.
The Efficient Market Hypothesis
CAPM theory is a theory that is relevant to the equilibrium market conditions, related to the concept of an efficient market that try to explain how the market processes the information to get a new equilibrium position. If the market reacts quickly and accurately to achieve a new equilibrium price which fully reflects the information available, the market condition is called the efficient market. These conditions efficient market related to information on where the market will react to the information available. Fama (1970) presents the three main forms of market efficiency: weak form, semi strong form and strong form. The purpose for grouping the market forms is to classify empirical research on the market efficiency. The idea for testing the efficient market into a hypothesis called the efficient market hypothesis (EMH). The implication of whether capital markets are an efficient or an inefficient is that if investors believe the market would be efficient, it will tend to apply passive trading strategy, by establishing a portfolio that can replicate a market index (indexing) or invest in mutual funds. For the investors who believe the market would be inefficient will apply active trading strategy based on technical and fundamental analysis to obtain an abnormal return.
Abnormal Return
In an efficient market, the price of securities should reflect information about the risk and expected return in the future. But when the market becomes inefficient, securities will produce an abnormal return as the difference between the expected return with the realizable return, formulated as follows:
Realizable return, R i,t , can be calculated based on the comparison between the relative current price to the previous price, or formulated into:
Brown and Warner (1980) proposed E(R i,t ) based on the market model as follows:
Market Overreaction
De Bondt and Thaler (1985) states that the implications of the market overreaction conditions is that investors are advised to buy loser stocks and sell winner stocks because in the long run there will be a price reversal, which the losers stocks will provide higher returns compared with the winners stocks. Investors will seek to obtain abnormal returns by applying the active investment strategy that is relevant, and, that is contrarian strategy. Therefore overreaction implies that underperform stocks will be outperform in the next period, then the strategy is implemented by buying the losers stocks and immediately selling the winners stocks, or also called "buy low sell high" strategy. The advantage of the application of the contrarian strategy is obtained from the return reversal of stocks. Also, this strategy does not require an initial investment (zero cost) where investors will sell stocks that demanded by markets (winners) and using the funds obtained from the sale to buy stocks less attractive for the market (losers).
Methods
The research objects are the entire active non-financial stocks that did not do a stock split in the Indonesia Stock Exchange ( 2) Calculating the abnormal return of each stock based on market model. 3) Sorting abnormal returns, AR i,t , of all stocks for each testing period, from the lowest to the highest abnormal return, and then calculating the average value. Stocks with abnormal return below the average value are grouped into the losers, while stocks with abnormal returns above the average value are grouped into the winners. 4) Forming the portfolio of winners and losers with the following stages: (a) Identifying the stocks that experienced a return reversal, which stocks in the formation period are the loser or the winner, then in the testing period experienced a return reversal in where the losers become the winners and the winners become the losers. (b) Sorting and calculating the average value of abnormal return of the losers and the winners that identified to experience return reversal, for the entire periods of observation (20 periods 
Results
Forming Winners and Losers for Testing Market Overreaction
Referring to the purposes of this study, the first thing to be done is forming the portfolio of winners and losers. Based on the results of data processing, the average value of the entire abnormal return of portfolios of the observation period entirely are as in Table 1 .
The results in Table 1 show that both portfolios (losers and winners) experienced a return reversal during the observation periods. The negative value of average cumulative of abnormal return (ACAR) of the losers in the formation periods turned to be positive on the testing periods. On the contrary, the positive value of ACAR of the winners in the formation periods turned to be a negative value on the testing periods. The occurrence of abnormal return and the return reversal can be explained by the fact that investors will overreact to the existing information. The capital market tends to set stock price too high to the received good news and instead will give the price is too low for the received bad news. Furthermore this phenomenon will turn around when the market realizes it has been overreact. The return reversal is shown by the decline in stock price of winners drastically and the increase in stock price of losers. Furthermore, after ACAR values obtained for each portfolio, then performed statistical tests to test the hypotheses that have been proposed by using one sample t-test model. Results obtained are as in Table 2 . The results in Table 2 are used to answer hypotheses have been proposed. Hypothesis 1-1 and 1-2 stated about the return reversal of losers and winners which have proved statistically significant. The winners and the losers experienced a return reversal during the test period. Furthermore the hypothesis 1-3 which states that the return of losers outperformed the return of winners during the test period, in which the statistical test results proving that the return of losers are significantly greater than the return of winners. The advantage of the difference in return between the two portfolios was found to be greater than the return of losers. These test results prove that the phenomenon of market overreaction occurs in the Indonesian stock market, which is characterized by a return reversal of the winners and the losers. These findings support the results of research that has been proposed by previous researchers, especially those doing research in the capital markets of developing countries or emerging markets, especially in Indonesia.
CAPM on Market Overreaction Conditions
The next step of this study is to test whether the Capital Asset Pricing Model (CAPM) can explain the return of winners and losers. CAPM is a regression model adopted from ordinary least squares (OLS) model, which requires the use of stationer data. Therefore, before doing the regression process based on CAPM, the data stationary test must do with the following results in Table 3 . The results in Table 3 show that all data is stationer so that the process of regression can be performed. The process of time series regression based on the CAPM model by placing the market return as the independent variable and the average portfolio return as the dependent variable was conducted to determine the sensitivity of the movement of the market return on the portfolio return and the ability of contrarian investment strategy in generating abnormal returns.
The regression results are shown in the Table 4 .
The results in Table 4 are used to answer hypothesis 2-1 and hypothesis 2-2 that have been proposed. The value of beta of portfolio, βp, in Table 4 .4 shows that the market returns (or market premium) positively affect to the average return of the portfolio, in accordance with the conditions required in the CAPM. ***) significant at α = 1%; **) significant at α = 5%
While the value of the intercept, αp, shows that contrarian investment strategies significantly generate positive abnormal return on losers and the negative abnormal return on winners. These results support the previous researches that stated about the return reversal. Such as the findings of Assefa (2014) that mention about a return reversal on the winners and the losers, and that the beta of winners is greater than the beta of losers. This result also support the findings of Gibbons et al. (1989) which states that a portfolio with a higher beta yield lower return (indicated by negative alpha), and conversely, a portfolio with a lower beta yield higher return (indicated by positive alpha).
Conclusions
This study aims to test whether market overreaction occurred in Indonesia stock market for the period from July 2005 to December 2015. We also test whether Capital Asset Pricing Model (CAPM) can explain the portfolio return of the winners and the losers. Based on the results of this research, it can be concluded that: first, market overreaction occurs in the Indonesian stock market, which characterized by a return reversal on both of the portfolio, the winners or the losers. Contrarian investment strategy is also profitable that indicated by the return difference value of winner and losers that greater than the return of losers. The results are consistent with the findings of several previous researches that mention about market overreaction in some countries in Asia or developing countries including in Indonesia (Chang et al., 1995; Yang, 1997; Ruhani et al., 2011; Octavio and Lantara, 2014) . The second conclusion is that CAPM model can explain the return of winners and losers, indicated by a positive and significant beta value which explain that the market premia or excess return of market affect positively to the return of winners and losers. Beta of winners found greater than losers while yield found lower. The result indicated that in market overreaction conditions, a portfolio with a higher beta yield lower return and a portfolio with a lower beta yield higher return. It is also support the findings of Assefa (2014) and Gibbons et al. (1989) .
As other studies, this study also had some limitations that can be used by other researchers for further research. First, this research uses of the observation period 6-6, which is for testing the consistency of the results, further research can use the observation period 12-12. Also needs to be examined whether market overreaction occurs in the short term or long term. Second, in this study, the CAPM model is used to determine the relationship between the market factor and portfolio return. For the development of the research result, in a further research, it needs to test another factors or model in determining the variation return of winners and losers.
